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THE REVIEW OF ECONOMIC STATISTICS 



Does the earlier chart afford any evidence as to 
whether the liquidation of business activity will be of 
short or long duration ? The recession that occurred 
in 1907, following the crossing of curves A and C late 
in 1906, was violent; while the recessions of the years 
1903, 1910, and 1913 were much less severe. In 1903 
occurred the rich man's panic and liquidation of un- 
digested securities. In 1907 there was a much more 
severe panic; in 19 10 and 191 3 there was merely mod- 
erate liquidation unaccompanied by spectacular events. 
In determining whether the present business situation 
resembles that existing when a high crossing point was 
reached in 1906 or those prevailing when similar points 
were reached late in 1902, early in 19 10, and in the 
middle of 1912, the position of curves A and C on our 
current Index Chart offers merely prima facie evidence. 

At present in January 1920, curves A and C are in 
relatively high ground. They are even in considerably 
higher ground than in 1906. Consequently the similar- 
ity to 1906 is more marked than to 1902-3, 1909-10, or 
191 2. This parallelism would indicate that a violent 
reaction in business is ahead. Before forecasting, how- 
ever, that there will be a violent collapse in the spring 
or summer of 1920, three considerations should be 
pointed out: 

1. The position of our base line at the present time 
may be too low; with the result that our curves 
may be somewhat too high on the chart. 

2. We have been compelled to use less comprehensive 
data at the present time than were used in the 
period 1903-14. For instance, the reserves, de- 
posits, and loans of New York Clearing House 
Banks do not possess their former significance, 
and therefore do not appear in curve C as they 
formerly did. 

3. The fundamental economic conditions in 1920 
differ in certain important respects from those 
prevailing in 1906. 

Of these three considerations the first two relate to 
statistical difficulties encountered in constructing for 
1 91 9 and 1920 a chart that will be similar to the chart 
for the period 1903-14. We believe them to be of 
minor importance as compared with the third considera- 
tion which, since it involves economic as well as statis- 
tical analysis, will be treated in the following section. 

Before taking up the economic analysis, however, we 
will give a list of 19 statistical series arranged in order 
of the sequence of fluctuations during the period 1905- 
07. If the analogy of the present with the former period 
is a just one we may expect a somewhat similar sequence 
in 1919-20 (p. 33). 

II. ECONOMIC ANALYSIS 

Study of the Index Chart has led us to the conclusion 
that the movement of the curves at the present time is 
more like that of 1906 than of any other year in the 
period 1903-14. Before coming to a conclusion, how- 
ever, concerning the nature of the liquidation , ahead 



of us, it is necessary to compare in detail the funda- 
mental conditions preceding the panic of 1907 with 
those existing at the present time. This comparison 
will be made under four heads: production, prices, 
credit, and foreign trade. 

Production est 1906-07 and 1919-20 

The quantity of commodities produced in 1906 and 
1907 reached record figures. Gross and net receipts 
of railroads, coal production, exports and imports, pig 
iron production, the volume of immigration, new rail- 
road mileage, and many other series reached maximum 
annual totals in 1907. The volume of production was 
very high in 1906, although it was below the maximum 
of 1907. The yield of numerous crops was high in 1904 
and 1905 and reached a maximum in 1906. The falling 
off in physical productivity did not begin until the 
autumn of 1907. 

With respect to the physical quantity of goods pro- 
duced, the year 1919 differs decidedly from 1906. The 
quantity of merchandise exported in the fiscal year 
1919 was greater than that in 1918 to be sure, but de- 
cidedly less than that in 191 7, or 1916. The output in 
1919 of coal, iron, steel, and a number of other basic 
commodities fell below that of 1918, and in several 
instances below the output of pre-war years. 1 

The best index of physical production for the United 
States by months is the net ton-miles of freight moved 
per mile of road operated. The total for 1919 was 90.5 
per cent of that in 191 8. Although there has been a 
recovery since spring, the figures for all four quarters 
of the year were below those of 1918. The ton-mile 
figures by months, available only since November 1917, 
are given in the table on p. 34. 

Information has recently been collected covering 
the sales of 30 large retail dealers located in all sections 
of the United States. Statistics of the volume of sales 
in dollars and of the number of articles of goods sold 
have been tabulated for recent years. Analysis of the 
data reveals the fact that the volume of sales increased 
in most cases until November 1919. Beginning with 
that month, however, and allowing for the seasonal 
increase in December and decrease in January, there 
has been an unmistakable falling off in value of sales. 
The number of units sold for some of these concerns, 
however, reached the maximum as early as 191 6, and 
there has been a falling off since that date. Moreover, 
it may be said that for nearly all the concerns the num- 
bers of articles sold reached maximum in 191 7 and 
1 91 8. In other words, the decline in the number of 
units sold by these concerns has been in progress for 
two or three years, although the decline in the volume 
of business measured in dollars began in the late 
autumn. In addition it may be said that some estab- 
lishments have reported great difficulty since autumn 
in disposing of high-priced and high-grade goods. 

Although inventories show a large value of stocks 

1 For further data see p. 2 of the January Review and pp. 13-28 of the 
December Suppujment. 
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SEQUENCE OF FLUCTUATION OF VARIOUS SERIES (CORRECTED FOR SEASONAL VARIATION AND SEC- 
ULAR TREND) DURING THE PERIOD INCLUDING THE PANIC OF SEPTEMBER-OCTOBER, 1907 

(Arranged in Order of Dates of Maxima previous to the Panic) 



Series 


Date of 
maximum 


Date of following 
minimum 


Date of following 
maximum 


Remarks 


Speculation 










1. Price of ten railroad bonds 


Aug. 1905 


Nov. 1907 


Apr. 1909 


The rise from Aug. 1905 to Nov. 1907 and the fall to 
Apr. 1909 were steady. 


2. Price of industrial stocks 


Jan. 1906 


Nov. 1907 


Aug. 1909 


Prices were high duiing 1906, and then fell precipitately 
until December 1907. 


3. Price of 20 railroad stocks 


Jan. -Sept. 

1906 
Jan. 1906 


Nov. 1907 


Aug. 1909 


do. do. 


4. Bank clearings of New York City 


Dec. 1907 


June 1900- 


Clearings were high from Jan. 1906 to Mar. 1907, fell 








Jan. 1910 


precipitately until Dec. 1907 and then rose steadily. 


5. Shares sold on New York Stock Ex- 


Jan. 1906- 


June 1907- 


Aug. 1909- 


The volume of sales was high from Jan. 1906 to Mar. 


change 


Mar. 1907 


Apr. 1908 


June 1910 


1907. 


Business 










6. Unfilled orders of the United States 


Dec. 1906 


June 1908 


Dec. 1909 


The decline from Dec. 1906 to June 1908 was uninter- 


Steel Corporation 








rupted. 


7. Imports of merchandise 


Dec. 1906 


Mar. 1908 


Mar. 1910 


Imports were high from Dec. 1906 to Aug. 1907. A 
precipitate fall began in Sept. and a steady recovery 
began April 1908. 


8. Number of business failures (Brad- 


Jan. 1907 * 


Jan. 1908 * 


Jan. 1910 * 


The decline was consistent from Dec. 1905 to Jan. 1907. 


street's) 








A marked increase did not occur until the panic broke 
in October. 


9. Value of building permits for 20 


Apr-May 


Mar. 1908 


Apr- 


The volume was high from the middle of 1905 to May 


leading cities 


1907 




July 1909 


1907. 


10. Index of commodity prices (Brad- 


Mar. 1907 


June 1908 


Jan. 1910 


A violent rise began in Aug. 1906. Prices continued 


street's) 








high through Oct. 1907. The rise after June 1908 
was steady. 


11. Gross earnings of 10 leading rail- 


May 1907 


July 1908 


Mar. 1910 


The rise from middle of 1906 to May 1907 was steady 


roads 








and the ensuing fall was precipitate. 


12. Bank clearings outside New York 


Jan .-May 


Dec. 1907 


Mar. 1910 


Clearings were very high in 1907 previous to Nov. The 


City 


1907 






recovery following Dec. 1907 was steady. 


13. Production of pig iron 


July 1907 


Jan. to 
May 1908 


Dec. 1909 


Production was very high between June 1906 and Oct. 
1907 and then fell precipitately until Jan. 1908. 


14. Index of commodity prices (Bureau 


Oct. 1907 


June 1908 


Mar. 1910 


The index was very high in 1907 through Oct. The fall 


of Labor Statistics) 








was precipitate. The rise did not begin until Dec. 
1908. 


Banking 








15. Loans of New York Banks 


Mar.-Oct. 
1907 * 


Sept. 1908 * 


July 1910 * 


Contraction of loans began in Nov. 1905 and continued 
to Mar. 1906. An irregular fluctuation of loans took 
place in 1907 with expansion in May and Nov. 


16. Deposits of New York Banks 


Mar.-Oct. 
1907 * 


Nov. 1908 * 


July 1 910 * 


The movements of deposits is almost identical with that 
of loans. 


17. Reserves of New York Banks 


Nov. 1907 * 


Sept. 1908 * 


May 1910 * 


Reserves reached a low point in Feb. 1907 but an acute 
drop occurred in Nov. to Dec. 1907. 


18. Rate on 60-90 day commercial 


Dec. 1907 


Dec. 1908 


July 1910 


Rates increased steadily after Jan. 1905 and violently 


paper 








after July 1907. The fall during 1908 was precipitate. 


19. Rate on 4-6 months commercial 


Nov.-Dec. 


Sept.-Nov. 


July 1910 


do. do. 


paper 


1907 f 


1908 







* For this series the column headings should be minimum, maximum, minimum, respectively, 
t Four-to-six months paper, not salable during panic. 



on hand, satisfactory evidence has not yet been pre- 
sented that, in general, the quantity of goods is large. 
In fact, the available evidence indicates that produc- 
tion and stocks at the present time are not excessive, 
whereas in 1906 they were very high. Today in some 
lines there appears to be an actual shortage relative 
to existing demands. If production and stocks are 
moderate, as they appear to be, the decline of prices 
and business activity will be, relatively, not as serious 
as it was in 1907. The situation at the present time, 
then, indicates that any liquidation that may occur 
will not be very drastic and that the recovery may be 

rapid. 

Prices in 1906-07 and 1919-20 

The general price and speculative movements in the 
years 1905-07 and 1917-19 were similar. Prices of 



commodities reached the maximum in 1907; the prices 
of stocks, the volume of shares sold, and bank clearings, 
in 1906. The year 1919, however, differs from the year 
1906 in that a strong upward movement of prices has 
continued for five years, compared with an upward 
movement of only three years, reaching its culmination 
in 1907. The increase in-prices between July 1904 and 
March 1907 was about 20 per cent and the decline be- 
tween March 1907 and June 1908 about 15 per cent. 
Since 19 14 commodity prices have more than doubled. 
The price situation at the present time, however, is the 
result of war financing. The argument advanced by 
some, that because prices have gone up 125 per cent 
since 1914 they must go down a corresponding amount 
has no validity. A drop of 15 per cent from the present 
level would carry us below the low level of last spring. 
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NET TON-MILES, REVENUE AND NON-REVENUE, 

OF FREIGHT TRAFFIC MOVEMENT PER MILE 

OF ROAD OPERATED, BY MONTHS* 

(Unit: iooo Ton-miles) 



January 

February 

March 

Total, ist quarter 

April 

May 

June 

Total, 2d quarter 

July 

August 

September 

Total, jd quarter 

October 

November 

December 

Total, 4th quarter 

Total for year . . 



Igi8 



120.2 
129. 1 
163.4 



412.8 

1 64. 1 

I6I.8 
162.7 



488.7 

170. 1 
176.4 
I7I.9 



5 l8.4 

172.9 

155-4 
1462. 



474-5 



1891.4 



132.2 
112.0 
125.8 



370.4 

124.0 
140.3 
138.4 



402.8 

151.2 

157-3 
168.7 



477-2 

I7S-I 
141-3 
145-2 



461.6 



1711.2 



Ratio of items 

for 101Q to 
those for 1018 

{■per cent) 



89-7 



82.4 



92.0 



97-3 



90-5 



* United States Railroad Administration. Items for November and 
December 1917, were 158.9 and 139.1, respectively. 

Credit in 1906-07 and 1919-20 

In 1905, 1906, and 1907 the reserves of New York 
banks were decreasing and they reached a minimum in 
1907. Interest rates on commercial paper were low in 
1904-05, but increased rapidly in 1906, and reached 
maximum in 1907. In 1906 the United States was in 
debt to Europe both for interest on permanent invest- 
ments and for principal and interest on finance bills, 
drawn to finance speculation. Today we are a creditor 
nation, and under ordinary circumstances would have 
the power to demand gold in the international market. 
It may be, however, that our debtors will not be able 
to meet their obligations which accrue during the com- 
ing year. It is the countries of the Orient and South 
America, rather than Europe, which are in a position 
to command gold from the United States. The power 
of these countries to drain gold from the United States 
in 1920, however, is undoubtedly much less than that 
of Europe in 1907. It does not seem probable that their 
demands will be great enough to weaken in consider- 
able degree the banking position of the United States. 
Since June 1919 the monthly excess of exports of gold 
from the United States ranged between 27.6 and 56.8 
million dollars and during January a net excess of 
exports has continued. 

More important than the preceding points of differ- 
ence between the present situation and that which pre- 
vailed at the end of 1906 is the fact that we now have 



the federal reserve system. Instead of a large number 
of independent banks each of which in time of diffi- 
culty sought its own safety by drastic curtailment of 
loans, we now have the federal reserve banks which 
were designed to secure rational, coordinated manage- 
ment of reserves in time of need. Since last November, 
by gradually increasing rediscount rates, the reserve 
banks have endeavored to check inflation and to pre- 
pare for any contingency. If they have acted in time, 
the country will be spared such an acute situation as 
developed in 1907, and we shall have an orderly process 
of liquidation which need not go to extremes. It is our 
belief that the federal reserve banks have acted in time, 
and we are therefore expecting that liquidation, when 
it comes, will be moderate and gradual. We are aware 
that more depends upon our central banks than de- 
pended upon individual banks under the old system. 
But the federal reserve banks still have excess reserves 
of $219,000,000 so that in case of need expansion is 
possible; and, moreover, it is to be remembered that 
during the last three months they have brought to bear 
a good deal of moral suasion upon member banks. We 
think it probable, therefore, that the federal reserve 
system will not disappoint the expectations of it's 
builders. 1 

The recent increase of discount rates we have wel- 
comed as a factor making for safety, and further in- 
creases, which may probably follow, will be beneficial 
and not harmful. 2 High interest rates which discourage 
speculation and compel careful scrutiny of loans should 
not occasion alarm provided it is known that necessary 
accommodation can be secured by those who really 
need it. There appears to be a sufficient margin of ex- 
pansion in the federal reserve banks to insure such ac- 
commodation as is actually necessary, and this fact 
certainly differentiates the present situation from that 
which obtained at the end of 1906. We have repeatedly 
called attention to the fact that capital strain exists 
and that, until this is remedied, both speculative and 
business activity will be held in check by advancing 
money rates. Business now faces a reaction from the 
rising prices and increased speculative activity of 191 9, 
but with firm and intelligent action by the federal re- 
serve banks we may expect within a reasonable time to 
get back to solid ground. 

Foreign Trade in 1906-07 and 1919-20 

There is a marked difference in the foreign trade 
situation of the United States at the present time and 
that of 1906-07. The average annual balance of in- 
debtedness of the United States for the period 1896- 
1914 was $553,ooo,ooo. 3 The average annual excess of 
merchandise exports during the same period was $487,- 
ooo,ooo. 4 During the years 1904-08 the excess of 

1 Recent statistics for the combined federal reserve banks will be found in 
the Statistical Appendix of this Review (VI-5). 

2 The changes in the discount rates of the combined federal reserve banks 
are given in the Statistical Appendix (VI-2). 

s See The Review of Economic Statistics for July, 1919, p. 232. 
4 Ibid., p. 228. 
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exports ranged between $422,000,000 and $680,000,000. 
For the fiscal years ending June 20, 1908, 1909, and 
1910, the excess of exports was $680,000,000 $363,000,- 
000 and $198,000,000, respectively. During the period 
1911-14 the annual excess of exports ranged between 
$495,000,000 and $683,000,000. Thus the panic of 1907 
was followed by a diminution in the excess of merchan- 
dise exports, but there was a recovery to normal fig- 
ures in 1 91 1. The diminution resulted not because of a 
decrease of exports but rather from an increase of im- 
ports. The decrease in the balance of merchandise 
exports came about in spite of the fact that the United 
States was a debtor on the international balance sheet 
to the amount of about half a billion dollars per year. 
In 1906, 1907, and 1908, however, there was a net in- 
ward movement of gold of 57.6, 63.1, and 75.9 millions, 
while in 1909 and 1910 the net outward movement was 
47.5 and 75.2 millions respectively. 

The present situation of the United States in regard 
to foreign trade is quite different from that of 1906-07. 
The present annual balance of indebtedness on invisible 
items, except loans, is about $195,000,000.* The con- 
tinuance of the excess of exports depends upon the 
granting of loans to Europe and at the present writing 
it does not appear that the United States will advance 
a large volume of capital either by the extension of 
credits or the purchase of foreign held securities. In- 
dividual investors in the United States have not yet 
been educated to the purchase of foreign securities in 
any considerable volume and it is not probable that 
further advances will be made by the government. The 
Edge law provides the machinery for making foreign 
loans, but it yet remains to be seen to what extent 
American bankers and investors will use that machinery. 
It is highly improbable that the recent annual excess of 
exports, amounting to over three billion dollars in the 
calendar year 191 8 and to over four billion dollars in 
1919, will be matched in 1920. 

We may say in passing that the decline in foreign 
rates of exchange which took place in 191 9 cannot be 
ascribed primarily to the excess in exports. It is due 
rather to the great currency expansion and increase of 
prices which have taken place in European countries 
since the signing of the armistice. 2 So long as the ex- 
pansion of currency and the increase of prices are more 
rapid in European countries than in the United States, 
foreign rates of exchange may reasonably be expected 
to decline. The minor fluctuations of the rates are, of 
course, intimately connected with the fluctuations in 
merchandise imports and exports and the balance of 
international payments. It is the instability of exchange 
rates resulting from both causes, rather than the precise 
level of rates that is disturbing to international trade. 

1 See The Review of Economic Statistics for July, 1919, p. 253. 

2 See " The Depreciation of the German Mark " by G. Cassel, " The 
Deviation of Exchanges " by E. C. Van Dorp, and " Official Figures Relating 
to Inflation," published in the Economic Journal, December, iqiq, pp. 402- 
506. 

3 Monthly figures since January 1919 are given in the accompanying 
table. For monthly data 1903-18, see The Review op Economic Sta- 
tistics, at pages shown in the table on p. 8 of the December Supplement. 



The increase of imports from European countries 
and the decrease of exports would probably make for a 
serious depression in a number of our industries if there 
was not a considerable potential domestic market. If a 
recession of prices occurs, it is probable that railroads 
and other public utilities of the United States will again 
enter the market for steel rails and other commodities. 

The conclusions concerning the present situation 
which we have drawn from our statistical analysis, sup- 
ported by the preceding economic analysis, will be found 
in the opening paragraphs on page 29 of this Review. 

III. THE THREE GROUPS OF SERIES 

During January none of the three groups of series 
exhibited any new developments that call for special 
consideration at this time. It may be stated, however, 
that pig-iron production and unfilled orders of the 
United States Steel Corporation are rapidly coming 
back to normal. The series included in each group 
remain the same as in 1919 and may be found on pages 
4-6 of the December Supplement. 

During 1919, in order that our readers might follow 
in all its details the movement of our index of business 
conditions, we have published from month to month 
charts showing each of the three groups of series enter- 
ing into the index. Hereafter we shall not publish these 
charts oftener than twice a year unless it happens that 
there is some unusual development which makes their 
presentation desirable. Every six months, therefore, 
our readers may expect to receive all the details con- 
cerning the construction of our index. We shall, how- 
ever, publish monthly in our Appendix of Current 
Statistics the " corrected items of various series of 
business statistics " and other material of interest to 
technical readers. By this arrangement we shall be 
able to eliminate from our text those statistical data 
which have little interest for the average reader. 

IV. THE INDIVIDUAL SERIES 3 

(A) The Speculative Group 

New York bank clearings decreased to $23,210,000,000 
in January from $23,980,000,000 in December. Usually 
January clearings run 6 per cent over those for Decem- 
ber, February runs 22 per cent under January, and 
March n per cent over February. 

The average price of twenty industrial stocks for Janu- 
ary was $104.60 compared with $105.60 for December, 
and $110.80 for November. During November the 
average price decreased from the high record of $119.62 
on November 3 to $103.60 on November 29. The 
lowest point reached in the decline last summer was 
$98.46 on August 20. There was a strong upward move- 
ment between February and July, when the average 
increased from $82.40 to $109.70. During the first half 
of February 1920 the minimum reached was $90.66 on 
the nth. 



